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by the United States was probably mischievous / as it relieved the strain on gold and prevented a further increase in the purchasing power of that metal, such increase of purchasing power, or Appreciation of gold, if carried to a certain point, being the only cause that would have induced such countries as England and Germany seriously to take in hand the task of restoring the old system under which gold and silver were in joint use as the money of the world.
It has been argued that there could have been no Appreciation of Gold between 1873 and 1887, because the rate of discount was low during these years. It was said that a scarcity of gold must act on prices by reducing the supply of credit, and that consequently an era of falling prices should be accompanied by a high rate of discount. This argument, though plausible at first sight, possesses no force.
The first effect of an increased supply of gold is to lower the rate of discount. The consequent expansion of credit causes prices to rise, and this raises the general rate of profit.
The higher rate of profit leads to an increase in the demand for credit, and makes borrowers willing to pay a higher price for it.
The secondary effect of an increase in the supply of gold is, therefore, to raise the rate of discount, and it will be found that at a time